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ARGENTINA: KEY ECONOMIC INDICATORS 


All values in U.S. $ million Exchange rate as of June 30, 1979 
and represent period averages one dollar equals 1,313 Argentine 
unless otherwise indicated pesos 


% Change 
ITEM 1978 1978/1977 1979 P/ 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at Current Prices 1/ 51, 269 61,536 
GDP at Constant (1960) Prices 22,678 21,748 
Per capita GDP, Current Dollars 1/ 1,964 2.331 
Gross Fixed Invest. (1960 Prices) 5,260 4,699 
Total Consump. Expenditures (1960Prices) 16, 351 15,770 
Industrial Production Index (1960=100) 219.4 202.0 
Population (millions) 26.1. 26.4 
Labor Force (millions) 10-1. 1022 
Avg. Unemployment Rate (October) (%) ZO 1.8 


MONEY AND PRICES 
Money Supply(M1) (Dec. ) (Billion pesos) 2/ 2,086 5,635 170. 12,199 
Interest Rate, Conmercial Banks (June) 3/ - 190.2 - 198.9 
Indices: (Annual averages) 
Wholesale Prices (1960=100) 110,338 271,079 145.7 623,500 
Retail Prices (1974=100) 4,064 11,196 175.5 25,750 


BALANCE OF PAYMENTS AND TRADE 


Gold & For. Exch. Reserves (Dec.) 4,039 6,037 49.5 8,000 
External Public Debt 4/ 4,930 4,698 (Oct.) 6, 300 
Balance of Payments ~— + 2,479 + 3,220 . + 2,000 
Balance of Trade +1,489 + 2,560 z + 1,500 
Exports, Total (FOB) 5,652 6,390 : 6,500 
Exports to U.S. 383 580 ; 455 

U.S. Share (%) 6.8 9.1 7.0 
Imports, Total (CIF) 4,163 3,830 ; 5,000 
Imports from U.S. 772 840 . 1,950 

U.S. Share (%) 18.5 21.9 21.0 


Main orts from U.S. in 1978: Commodity, Quantity (in million pounds), and 
Value Cn million dollars): Aircraft 1.4/92.5; Organic Chemicals 108.4/46.5; 
Civil Engineer & Contractors Equip. 15.4/41.7; Measuring, Checking, etc. instru- 
ments 1.4/29.6; Internal Combustion Piston Engines & Parts 5.1/27.4; Telecom- 


munication Equip., TV, Radio Eq. Pts. 0.9/24.3; Auto Data Proc. (ADP) Machs. & 
Aux. Equip. 1.0/24.4; Coal Bitumimous 955.7/23.4. 


Projected 

‘In addition to real growth and inflation in U.S., figures reflect appreciation 
of the peso in real terms in relation to the dollar. 

Currency in hands of the public and demand deposits. 

Transferable 30-day CD's on loans (effective annual rate) 

Capital only, disbursed over 180 days maturity. 
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SOURCES: Ministry of Economy, National Institute of Statistics and Census, and 
Central Bank, all in Buenos Aires; and U.S. Bureau of the Census, Washington. 





ARGENTINA 


Summary 


Production rose sharply in the first quarter, as a decline in 
interest rates stimulated both investment and consumption. 
Unemployment reached a record low in the Greater Buenos Aires area 
at year-end 1978 but wages remained relatively depressed. The 
fiscal deficit and monetary expansion were higher than desirable 
from the viewpoint of stabilization objectives. The balance of pay- 
ments continued to register a large surplus and to swell foreign 
exchange reserves beyond any prudent needs to finance trade. 

Foreign investors are showing increasing interest in Argentina as 
indicated in Government approvals of foreign investment proposals. 
With the economy in a virtual boom, it is not surprising that little 
progress was made in lowering inflation, still the highest in the 
world. At some point, however, the Government's efforts to open 

up the economy to external competition should stimulate imports 

and put a downward pressure or ceiling on prices. This policy should 
also moderate business activity in the second semester. 


Argentina is becoming an increasingly attractive market for U.S. 
suppliers. With increased economic activity, the lowering of tariff 
protection, and continued appreciation of the peso in relation to 
the dollar in real terms, the prospects are good that U.S. exports 
to Argentina will exceed the billion dollar mark in 1979. 


Production Up Sharply in First Quarter 


GDP in the first quarter reached a record high, up 12.0 percent in 
relation to the depressed 1978 level and 5.2 percent above the 

more normal 1977 first quarter. Production responded to the strong 
demand generated by the rapid decline in interest rates following 
the relaxation of restrictions to the inflow of foreign financing. 
The drop in interest rates made them substantially negative in real 
terms and stimulated both investment and consumption. Gross fixed 
investment jumped 15.6 percent, including increases of 12.4 percent 
for investment in construction and of 18.1 percent in machinery and 
equipment. Consumption was also up 15.6 percent. Growth at this 
pace will not be maintained during the remainder of 1979 and the 
government is forecasting a more moderate 5 percent GDP rise for the 
whole year. 





The manufacturing sector registered a strong recovery in the first 
quarter, with production up 16.6 percent. The automotive industry 
posted a whopping 99 percent increase in production, with Ford Motor 
Company's January output breaking all previous records in Argentina. 
Greater than average increases were also posted by the following 
industries: tractors (+233 percent but largely due to low base of 
comparison), basic metals (+29 percent), machinery and equipment 
(+26 percent), textiles, clothing and leather (+17 percent), and 
cement (+17 percent). Preliminary indicators suggest that 
manufacturing activity remained at a high level in the second 
quarter. However, the outlook for the second semester is clouded by 
the effects of the Government's exchange rate and tariff reduction 
policies. These policies have already reduced the competitiveness of 
local industry, both internationally and domestically, and are 
expected to result in a decline in Argentine industrial exports and 
increase in imports. The resulting pressures on domestic industry, 
however, are expected to speed up modernization of plant as well as 
contribute to the Government's objective of weeding out the less 
efficient, marginal producers. 


With an increase in acreage planted and higher than average yields, 
the agricultural sector produced an estimated record 32.6 million 

ton grain and oilseed harvest for the 1978/1979 crop year, up 

11 percent over the preceding year. Wheat and soybean production 
increases of 49 percent more than made up for the declines registered 
in coarse grains. Exports of major agricultural commodities in 1979 
are forecast as follows: grains -- 14.6 million tons (up nearly 

10 percent); oilseeds -- 2.9 million tons (up 15 percent) and beef -- 
700,000 tons (down 6 percent in volume but much higher in value). 

The production outlook is good for the 1979/80 crop year, despite 
farmers'complaints that prices are not sufficient to cover rising 
costs of production. Plantings of wheat, which has been given a 
price support adjusted for inflation, and of soybeans, which are 
increasingly double-cropped with wheat, are expected to rise 
substantially; corn acreage is likely to be roughly the same; and 
sorghum plantings will probably drop. Beef production and exports 
should continue at near record levels as both domestic and export 
demand are expected to sustain relatively high producer prices. 


The mining sector registered a production increase of 7.8 percent in 
the first quarter, with petroleum and gas output measured in thermal 
units rising 6.4 percent. During the past three years, Argentina has 
made substantial progress in increasing petroleum and gas production 
and diminishing its dependence on imports of these products. By 
March, Argentina was producing 93 percent of its petroleum and gas 
needs -- substantially higher than the 87 percent of a year earlier. 
Much of the improvement is attributable to the Government's new 
policy of encouraging private firms, both local and foreign, to 
participate in the development of the sector. Both Amoco and Cities 
Service have expanded their secondary recovery operations under 





service contracts with YPF, the state-owned petroleum company. Shell 
was awarded in March two major risk contracts requiring an investment 
of $123 million for the exploration and development of two offshore 
areas near Rio Gallegos and Magallanes. 


Unemployment Reaches Record Low; Real Wages Remain Depressed 


As the Argentine economy picked up steam and military reserves were 
called up during the Beagle Channel crisis with Chile, unemployment 
in the Greater Buenos Aires area dropped to the lowest level since 
the Government statistics began to be compiled in 1963: 1.8 percent 
of the work force in October 1978 as compared with 2.6 percent in 
August 1978. The statistics corroborated reports of shortages of 
workers, particularly skilled ones, in various industries. 


On the other hand, available statistics suggest that real wages in 
Argentina have remained relatively depressed. The Government has 
started publishing quarterly statistics on the evolution of real 
gross industrial wages but these statistics suffer from two basic 
deficiencies in the view of critics: first, the base chosen is the 
second quarter of 1976 when real wages had already dropped from the 
levels prevailing under the Peronist regime; and second, the concept 


of real gross industrial wages includes extra hours worked and does 
not deduct payments for retirement, social welfare, union fees, etc. 
Keeping these drawbacks in mind, these statistics show that real 
gross wages have varied in a range between 90 and 110 percent of the 
base during the period July 1976 - December 1978, with some of the 
variation accounted for by such seasonal factors as vacation (impor- 
tant factor in the first quarter of each year). In the fourth 
quarter of 1978, real gross industrial wages reached 109.6 percent of 
the base. 


Other statistics compiled by the Christian Businessmen's Association 
(ACDE) indicate that average blue collar worker real wages for a 
"normal" work day were the same in the first quarter of 1979 as 
those in the same 1978 quarter: 75 percent of the June 1973 base. 
However, since workers on the average worked more hours (average of 
166 hours per month in first quarter of 1978 versus 156 hours for 
comparable 1978 quarter), their gross income from wages rose in 

real terms. 


Regardless of what the statistics show about real wages, it is 

apparent that many Argentine workers are dissatisfied with the level 

of their wages. In April, a group of labor leaders issued a call for 

a one-day general strike which met with only very limited success. 
There were other instances of wildcat strikes or slowdowns in various 
parts of the country. Thus far, the Government has managed to settle 
these labor disputes with only the minimum of disruption. For the 
private sector, the Government approved increases in the basic contract 





wage of 19 percent effective May 1, of 10 percent on June 1, and 
another 10 percent on July 1. At the same time, the Government has 
proceeded to reduce the margins of "flexibility" over the basic 
contract wage which companies may pay and still deduct from their 
income taxes. These margins were 70 percent on May 1, 65 percent on 
June 1, and 60 percent on July 1. To extent the private sector pays 
any attention at all to these guidelines, the measures would tend 

to reduce the difference between the basic contract wage and the 
wages actually paid to workers. In the case of the Government 
workers, the Government approved an increase of about 38 percent 
effective May 1 -- roughly making up for the loss through inflation 
since the last public sector increase as measured by the wholesale 
price index (the consumer price index rose further). The Government 
also made clear in its budget presentation that, because of the 
priority it gives to reducing the public sector deficit, it has had 
to postpone further implementation of its plan to increase public 
employee salaries in real terms. 


Fiscal Deficit and Monetary Expansion Higher than Desirable 


The Government's 1979 budget has set as targets public sector deficits 
which are lower than those actually registered in 1978: a Treasury 
deficit equivalent to 1.8 percent of GDP (2.0 percent in 1978) and 

a consolidated public sector deficit of 3.9 percent of GDP (5.0 per- 
cent in 1978). Using the budget's assumption of an inflation rate 

of 80 percent (which translates into an average inflation rate of 

114 percent) and an average peso/dollar exchange rate of 1328 for 
1979, public sector consolidated expenditures would be the equivalent 
of US$30.9 billion and revenues of US$27.4 billion, leaving a deficit 
of US$3.5 billion. The deficit will be financed by US$1.5 billion in 
external borrowing, US$1.8 billion in domestic borrowing, and the 
remainder through a reduction in short-term assets. 


The budget's public sector investment plan projects expenditures in 

1979 equivalent to US$9.1 billion, primarily for major projects in the 
areas of energy, transportation, and communications. Public sector 
investment will be the equivalent to 10.4 percent of GDP -- somewhat 
lower than the 11.3 percent of GDP in 1978 but still higher than 
desirable from the view point of stabilization objectives. The 
Government hopes to reduce the level of public sector investment further 
in the next couple of years, enlisting the help of the private sector 
wherever possible (e.g. petroleum exploration and development, gas 
pipeline, telephones). 


Given the high level of expenditures projected, the budget targets 
appear ambitious and difficult to achieve. Revenue from taxes are 
only expected to rise slightly (from 22.6 percent of GDP in 1978 to 
23.4 percent of GDP in 1979), primarily because the Government con- 
siders the current tax level as undesirably high. Within the consoli- 
dated public sector budget, provision was made for state enterprises, 





the richer Provinces, and special purpose accounts to contribute 
resources to the National Treasury -- an effort which has already 
raised an outcry. The likelihood that inflation in 1979 will greatly 
exceed that assumed in the budget should also increase the deficits 
of the state-owned public utilities, since the new anti-inflationary 
strategy provides them with relatively low adjustments in the prices 
of their services in 1979. As a result, the consolidated public 
sector deficit in 1979 is apt to be about the same as that in 1978. 


During the first four months of 1979, the money supply continued to 
expand at a rate higher than desirable from viewpoint of stabilization 
objectives: 40.7 percent for M2 (annual compound rate of 178 percent) 
and 29.3 percent for the monetary base (annual compound rate of 

116 percent). The Government is hopeful that the external sector, 
which was the principal source of monetary expansion during the first 
five months of the year, will have less of a monetary impact in the 
remainder of the year. 


Inflation Still Unacceptably High 


With a booming economy, high level of Government expenditures and 
investment, and negligible unemployment, it is not surprising that 
little progress has been made in lowering inflation, Argentina's 
main economic problem. During the first five months of 1979, the 
Consumer Price Index rose 49.4 percent (compounded annual rate of 
162 percent) and the Wholesale Price Index by 48.9 percent (com- 
pounded annual rate of 160 percent) -- inflation rates which are 
lower than those during the same period last year but which are still 
the highest in the world. Assuming the slightly downward trend 
continues, then inflation for full-year 1979 is likely to be in the 
110-120 percent range -- an improvement in relation to the 

170 percent inflation experienced in 1978 but still unacceptably 
high. 


Despite the meager results achieved in the first few months of the 
year, the Government extended until year-end 1979 the guidelines 
established under its current anti-inflationary strategy. Under the 
guidelines, devaluation of the peso in relation to the dollar will 
be 61.5 percent and price increases for public services 75.7 percent 
for the full-year 1979; the expansion of the money supply 

generated by domestic sources (a concept broader than M3) will be 
limited to 45 percent during the first nine months -- a target which 
should not be too difficult to meet since most of the monetary 
expansion in the early part of the year was generated by the 
external sector; and the monthly increase of the minimum and basic 
contract wages by four percent throughout the year, with other 
periodic adjustments to make up for inflation above this rate. In 
addition, the Government has resorted to temporary, punitive 





reductions of tariffs on products whose prices have risen 
excessively and to a stronger jawboning effort, by monitoring closely 
the prices of leading firms. 


As is evident, projected inflation for 1979 will greatly exceed the 
rates set in the guidelines and lead in real terms to a reduction 

in public utility rates and to a continued appreciation of the peso 
-- with all the adverse implications for the public sector budget 

and for local business. Although recent rises in world prices appear 
to be bringing about a convergence of the domestic inflation rate 
with that of the peso/dollar rate, appreciation of the peso that has 
occurred in the meantime has made Argentina one of the most expensive 
countries in the world to live in if prices are converted to dollars. 
The peso appreciation has also had the curious effect of increasing 
Argentina's GDP in terms of current dollars from $39 billion in 1976 
to $90 billion in 1979 -- a period during which there has been vir- 
tually no growth in constant terms. Argentines are taking 

advantage of their greater wealth in dollars (1979 per capita income 
is about $3,400 as opposed to $1,500 in 1976) to travel to the U.S. 
where they find prices relatively cheap. 


Balance of Payments Continue Strong; Reserves High 


During the first quarter of 1979, Argentina registered a balance of 
payments surplus of $992 million: $212 million on current account, 
$797 million in the capital account, and -$17 million for errors and 
omissions. The remainder of the year is expected to show a balance 
of payments surplus of smaller magnitude, but nonetheless continuing 
to swell foreign exchange reserves beyond any prudent needs to 
finance trade. At the end of April, the Central Bank's foreign 
exchange reserves stood at $7.1 billion -- the equivalent of 17 
months of 1979 projected imports. 


In the merchandise account, Argentina had a surplus of 493 million in 
the first quarter. Exports totaled $1.5 billion (up 15 percent in 
nominal terms) and imports $1.0 billion (up 21 percent in nominal 
terms). For 1979 as a whole, the Government has projected a 
merchandise surplus of around $1.5 billion, with exports of $6.5 - 

$6.8 billion (about the same as 1978) and imports of $5.0 - 5.3 billion 
(up 25 percent). Imports could be substantially higher, however, if 
the lagging rate of devaluation and tariff reductions have their 
desired effects. 


In the capital account, a peculiar situation prevailed. Interest 
rates, although negative in local terms, substantially exceeded the 
predetermined rates of devaluation and offered a high yield on 
dollars brought into Argentina and invested in local money market 
instruments. This situation attracted funds held or borrowed abroad 
by individuals and encouraged prepayments for future exports. 





In the case of financial loans transacted through the banks, Central 
Bank regulations stipulated that the minimum term for loans contracted 
abroad is one year -- a term which exceeded the time frame of the 
predetermined devaluation schedule and added a considerable element of 
risk to foreign borrowing. With local credit plentiful and interest 
rates substantially negative, many prospective business borrowers were 
reluctant to assume the exchange risk -- particularly since many of 
them considered the peso overvalued. The inflow of funds through the 
capital account was therefore less than had originally been expected. 


Foreign Investment Interest in Argentina Increases 


Under the current Argentine Government, the climate for foreign 
investment has improved considerably. The Government has proceeded to 
settle foreign investment disputes inherited from the Peronist regime, 
passed relatively liberal foreign investment legislation, curbed 
terrorist activity, and established a measure of political and 
economic continuity. The policies have been welcomed by foreign 
investors, but new investment to date has been relatively modest because 
of economic uncertainties. Unsettling factors include: the "see-saw" 
growth pattern; high inflation; a rapidly appreciating peso in real 
terms which has raised the current local costs of investment and 
increased the risk of a more accelerated devaluation later on; and 

the lowering of external protection. In the case of mining, foreign 
investors are awaiting promulgation of the long promised mining pro- 
motion law and revised Mining Code. The drafts of this legislation 
have encountered clearance difficulties within the Government, but 
industry observers are optimistic that final approval will be given 
before the end of 1979. 


According to statistics made public by the Under Secretariat for 
Foreign Investment, the Government approved a total of $752 million 
in foreign investment proposals during the January 1977 - March 1979 
period: $144 million in 1977, $313 million in 1978, and $293 million 
in just the first quarter of 1979. Of the total amount approved, 
$140 million consisted of capitalization of existing credits. The 
petroleum and gas sector, with $409 million in approvals, attracted 
over half of the total investment proposed. Although these 
statistics register only approvals and not actual entry of investments, 
they do reflect a growing interest by foreign investors in Argentina. 
In addition, the Under Secretariat for Foreign Investment estimates 
that foreign firms already established in Argentina reinvested 

$436 million during this period. 


Implications for the United States 


The United States, whose importance as a supplier has been growing 
in recent years, is Argentina's largest single trading partner. The 
U.S. share of Argentine imports has risen steadily, from 16.5 percent in 
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1975 to 21.3 percent in 1978. However, U.S. suppliers are encountering 
greater competition from European, Japanese, and Canadian firms for the 
increasingly attractive Argentine market and will have to sell aggressively 
to maintain the current U.S. position. 


In 1978, U.S. exports to Argentina totaled $842 million (up 15 percent in 
nominal terms) and U.S. imports from Argentina $563 million (up 44 percent 
in nominal terms). The resulting trade surplus in favor of the United 
States was $279 million -- somewhat smaller than the $339 million surplus 
registered in 1977. With increased economic activity, the lowering of 
tariff protection, and continued appreciation of the peso in relation to 
the dollar in real terms, the prospects are good that U.S. exports to 
Argentina will exceed the billion dollar mark in 1979. Financing for U.S. 
exports to Argentina should present little problem. Commercial banks have 
become eager to supply credits to Argentina, now that its huge and rapidly 
growing foreign exchange reservees have established it as a very credit- 
worthy customer. In addition to seeking support from Eximbank and FCIA, 
U.S. suppliers may find particularly attractive sales opportunities for 
projects financed by the IBRD, IDB, and IFC (these institutions approved 
credits to Argentina totaling $515 million in 1977 and $452 million in 1978). 
For a detailed assessment of export opportunities, interested U.S. 
suppliers may wish to obtain from the Department of Commerce a copy of the 
latest "Best Prospects" report on Argentina. 
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